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SUMMARY 


In its pure form, pay television is "pay-per-program" where the customer can 

pay specifically to see particular programs on his or her home television set. It 
is analagous to attending a motion pic:ure theater, except that it occurs in 

the home: a selection of a program is made, the time of watching is chosen, and 


a transfer of funds from the customer occurs. 


There are examples of pay-per-program operations that have succeeded and 
continue to succeed. Sophisticated, economical, and effective hardware for 
pay-per-program has been developed and is working successfully in the field. 
Within the next few years costs of this equipment should decrease and its 


effectiveness increase. 


If pay-television is to be introduced, effective cultural safeguards can be 
imposed while still permitting the public freedom of choice. This model 
proposes a formula that categorizes programs according to their degree of 
Canadian content, taking into account the number of Canadian actors, the 
nationality of the director, Canadian equity, etc. A full Canadian program 
would have 5 points and an entirely foreign program would have O points with a 
scale between the two extremes. A rate card would be established whereby the 
programs of higher Canadian content would get a greater percentage of the ticket 
price paid by the customer. Conversely, the less a program is Canadian, the less 
of the ticket price the producer of the program would see. Similarly, the more 
a program is Canadian, the higher the priority it would receive in terms of time 


placement. 


Canadian content Percentage of ticket Priority Lor 
level to the producer of placement 
(points) the program 
) 80Z lst 
4 702% 2nd 
8 602 3rd 
2 302% 4th 
vi 20% 5th 
0 102 6th 
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In the model, the government would establish an "access agency" having the 


above rate card imbedded in its mandate. 


The access agency would, in philosophy, be a common carrier for programs 
supplied by producers. The producers would set the ticket price and 


negotiate for program time placement on the basis of a program's content 


level. 


The access agency would operate as a national distributor/exhibitor. The 

agency would deliver a program in a scrambled form via program carriers 

(CATVs, MATVs, broadcasters, M.D.S., etc.) to subscribers, and collect subscriber 
program usage data via data collectors (telephone companies, private billing 
firms, and/or two-way CATVs. The access agency would invoice the subscriber 
based on his program usage and collect the money directly. The agency 

would in turn pay the program carriers (e.g. 1% of gross/channel), the data 
collectors (e.g. $2.50/terminal/month), and the program producers (e.g. 102 


to 80% of a program's gross, depending on Canadian content). 


POR A PER SCRAMBLED PROGRAMS 

-o——--=—- DATA 

See PROGRAM GUIDE AND INVOICE 
$ DOLLARS 


PROGRAM PRODUCERS 


ACCESS AGENCY 
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The calculated annual gross surplus* of the access agency in 1978 terms is 


as follows: 


Penetration: i 57, 25% 402% 


Gross surplus: * $21,033,000 $48,309, 000 $88, 372,000 


Five percent of the agency's surplus will be allocated to the board of direct- 
ors with the remainder going to the CFDC and similar provincial corporations 


for the purpose of investing in programs. 
The following effects of the model are anticipated. 


On the television broadcasters: 


- far less audience fragmentation than other forms of pay television 
- increased programming opportunities 


- increased revenue from production equipment rental. 


On domestic producers: 


- ready access to the system 
- anew and better market for their products 


- profit centers in the producer's hand 


- new opportunities for innovative programming. 


On foreign program producers: 


- a better deal with pay-per-program than with subscription 


- dramatic growth in their number one foreign film market 


- ability to set their own ticket prices and negotiate time of play 


* Surplus is the monetary gain seen by the access agency after the deduction 
of all its costs and bad debt. 


contribute to the strengthening of the CFDC which co-invests with foreign 
producers in Canadian feature films 
- benefits in their home market of having pay-per-program proven out 
on a full scale 
- their "blockbusters" could increase their income by 40% to 100% above their 
broadcast income 
- their "major" features could more than double their income over their 
broadcast income 


- event promoters could increase their revenue. 


On cable operators: 
- increased basic cable penetration 
- increased revenue from outside sources 


- no fuss, no muss 


minimal risk, good return on investment. 


On telephone companies: 
- a leading edge into two-way communications in the home 
- an exportable commodity (the home terminals) 


- increased services offered to customers. 


On governments: 

- effectively and rationally safeguard cultural concerns 
- answers French/English distribution concerns 

- good for free enterprise and entrepreneurship 


- good for balance of trade. 


On the public: 
- open competition amongst program producers to serve the public 
- greatest selectivity 


- ultimate control of system. 


202 


1. COMMENTS ON PAY PER PROGRAM 
"Programming should be offered on a pay-per-program basis. Most schemes to 
date suggest pay-per-channel, however pay-per-program is the mode of the 


future and appears to maximize revenues for program production." 


The pay-per-program system "is dynamic in that it contains economic reasons 
for Canadian production to grow in strength rather than the reliance on 
regulatory pressures or arbitrary check-offs. It does place considerable 
responsibility on the independent Canadian producer to attract some audience 
at the outset, if he succeeds in even a small fashion he will be overwhelm- 
ingly rewarded." 

- Secretary of State Staff Report on Pay-TV 


"In a system of per-program billing, greater variety and even improved 
quality would be encouraged because. programming could be geared to the tastes 
of minorities willing to pay." 

- Honorable Jeanne Sauvé, 


Minister of Communications 


"Pay-per-view capability is an absolute must if the medium is truly to 
become "event" oriented and attract the capital needed for quality enter- 
tainment." 


- Alan J. Hirschfield, President 
and Chief Executive Officer, 
Columbia Pictures Industries 


2. PREAMBLE 

For a multiplicity of reasons, most individuals who think about pay-television 
for any length of time come to the conclusion that the best approach to pay- 
television is "pay per program." Other forms of pay television (subscription 


and universal pay) are compromises until the technology and economics 


permit pay-per-program to arrive. 
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The main advantages of pay-per-program are that the consumer decides precisely 
which program he or she will purchase, and the producer gets to know precisely 
which programs the consumer accepts and at what cost. In pay-per-program, the 
consumer is the ultimate decider of the fate of a program directly, not through 
the vicarious route of a commercial television broadcaster or a Crown corporation 


deciding for the consumer what he or she will accept. 


This populist approach correctly runs counter to certain centralist approaches 
to broadcasting, but is compatible with people in a region or community 
having direct financial impact on the programs with which they will be 
provided. Nothing speaks more loudly than the consumer's buying decisions in 


a free enterprise system. 


To date, there have been three major presumed problems with pay-per-program: 
- It has failed where tried before 
- The hardware is primitive and too expensive 


- It will undermine Canada's program production industry. 


This paper will demonstrate that these are surmountable problems, after which 
a national pay-per-program model will be developed to provide a comparison 


with the "subscription" and the "universal" models. 


3. SOLUTIONS TO OLD PROBLEMS 

a. Pay-per-program has failed where tried before 

Most of the early experiments in pay-TV were pay-per-program. These experi- 
ments indicated a public willingness to pay to see specific movies and sporting 
events. Most of the pay-per-program systems were declared successes but were 
abandoned because of theater-owner pressure on distributors to not provide 
product; a California law forbidding pay-TV; clumsiness of terminal devices 
(you needed quarters to use some terminals); the necessity for experiments to 


grow to sufficient size in order to overcome substantial fixed costs. 
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However, in the last several years, the theater-owner pressure has been 
deflected, the legal constraints alleviated, and more sophisticated Win-home™ 
terminal devices have developed. In this environment, two in-home pay-per- 
program systems are operating in the United States, one an experimental 

system (Allentown, Pennsylvania, 1, 300 pay-TV terminals, 26 months old) 

and the other a mature, profit-making system (Columbus, Ohio, 4,800 pay-TV 
subscribers, /1 months old and an operating profit of $2,000 - $3,800 per 
month according to Telecinema). The other Columbus system has just been 
joined by a multimillion dollar per program system next door operated by 


Viacom. A pay per program over-the-air system is to start shortly in Los Angeles. 


Another in-home pay-per-program system is in operation in Toronto -- 
Network I. While it is experimental and immature, it has a high consumer 


usage level from its pay-TV subscribers. 


All three in-home operations show that the public is willing to pay adequate 
dollars to see specific movies and events. These "unfettered with cultural 
imperative" pay-per-program systems, would seem to surmount their expenses 
at about 1300 pay-TV subscribers. Thus Network I in Toronto and UTV in 


Allentown do not claim a profit, but Telecinema in Columbus does. 


While pay-per-program experiments have ceased working for various political 
reasons, the conclusion seems to be that the public is willing to pay 

adequately for specific programs. It is a matter of economically putting 

in place the technology and ensuring a large enough economic base to successfully 


operate. 


b. The hardware is primitive and too expensive 


The Columbus pay-TV system claims it has, for $50 a mile, converted its 
conventional host cable system to accommodate not just downstream video signals 
but a return feed, allowing a computer to monitor each pay-TV customer every 
five minutes to note what pay-TV programs are being watched they claim to 
finance fully the computer, adaptation of the cable system, servicing and 
selling of the terminal, and building of the terminal boxes on a $38.50 


installation deposit and service charge of $3 per month per terminal. 


“This denotes pay television that is delivered to individual households as 


opposed to pay-TV in hotels. Pay-TV in hotels is extensive (10,000 units in 


Toronto alone) and operates on a pay-per-program basis also. 


me yee 


Their approach does not have some of the faults of earlier pay-TV pay-per- 

program terminals. The only moving part is the tuner; there are no tickets 

to be gobbled up or quarters to be inserted and then collected physically. 

Their approach permits a computer to remotely read each household's use and make up a 
monthly bill on the basis of program usage, (They are having a problem with 
security; their signal is not "'scrambled'' and is perfectly receiveable with 

a standard converter. An enterprising Columbus man went to Toronto 

and purchased a station wagon full of converters from Eaton's. He then 

returned to Ohio and sold the illegal converters for over $200 a piece to 

allow people to watch the pay-TV programs free of charge. Telecinema is 


working on technical and legal ways of stopping this piracy.) 


Network One in Toronto operates on a closed circuit basis and has its own 
automatic return feed that informs a computer of which programs are being 


watched by whom. 


In Allentown, UTV has developed a pay-TV pay-per-program terminal that does 

not require a return feed, thus making their approach technically more compa- 
tible with Canada's one-way cable systems. Essentially, the subscriber 
receives a tear-off card with his monthly program guide. The subscriber 
circles the programs and the times he wants to see them, adds up the amount 
owing, and mails in the request with his or her check. The computer is then 
programmed to unscramble the subscriber's terminal at the appropriate time. 

If the subscriber, on impulse, wants to see a particular movie 'now,'' he phones 
the cable company and makes the request. The computer then unscrambles his 


terminal and bills him for the program plus a 50¢ telephone fee. 


While this system is still in the early stages of development (1300 terminals), 
it would appear to have definite promise. However, the five-weeks-ahead mail 
ordering does not encourage impulse buying and people who phone in on impulse 


may on a larger system severely overload the telephone switching network. 


It is precisely this telephone overloading that concerns Bell Canada should 
pay-TV be introduced in Canada. Even with moderate demand in peak evening 
hours, a pay-TV operation could add to the telephone usage load considerably. 
This would lead to "circuits are busy" complaints from all customers and would 


require major restructuring of the total phone system at great cost. 
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Bell Canada and Bell Northern Research have come up with a metering terminal that 
could avoid this peak loading of the telephone network. They are working on the 
development of a terminal that will avoid this potential congestion and be of 
assistance to the development of pay-TV in Canada. Their terminal would contain 
a six-channel tuner/descrambler and memory system. It would sit near the TV set 
and be connected to the telephone line and cable system. Every event that the 
consumer watches on the pay-TV channels would be recorded in the memory system. 
Once a month, during non-peak demand times and when the phone is not being used, 
a central computer using the telephone line would access the terminal device, 
record the information stored in the memory system, and cancel out the memory 
system. All this would happen automatically, and in about 14 seconds per 


terminal. * 


Bell's preliminary studies indicate that this device could be leased to a pay-TV 
operator for $1.90 to $3 per terminal per month depending on quantities. They feel 
confident that the time from the date of order to the first units being installed 


would be 12 to 18 months. 


It appears that Canada is within realistic immediate reach of an inexpensive and 
effective pay-per-program pay-TV terminal, especially when considering that pay-TV 
will not be introduced to the first customer for quite a while. The same advances 
in micro-circuitry that have seen the dramatic drop in price and increase in 
effectiveness of pocket calculators will bear directly on the production of pay-per- 
program terminal devices. Another aspect is that a Canadian firm is willing to 
develop this technology and manufacture it within Canada with an eye on a sizeable 


export market. No longer is the hardware primitive and too expensive. 


c. Pay-per-program would undermine Canada's program production industry 


It would clearly be in Canada's best interest to have strong, healthy, commerctally 
acceptable Canadian programs. Pay-per-program'’s approach would clearly expose 
Canadian producers directly to the Canadian public. Canadian producers would have 
to produce programs that Canadians would be willing to pay to see. This environment 
is not now present with a program production system based on the paternalism of 
State broadcasting and tokenism of private broadcasting. Canadians also 

insist on not being cut off from the outside world. A way must be found to accom- 
modate foreign programs on a pay-per-program system without undermining the ability 


of Canadian programs to have fair access to the Canadian public. 


* The over-the-air pay per program system in Los Angeles, Ca. will also reply on 
an automatic return feed by telephone lines. 
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Also, the system should be as free of regulation and government control as 
possible. To encumber the system with non-essential regulation could snuff out 


the market place and creative opportunities that exist. 


Keeping these thoughts in mind, let's examine the following proposal and see if 


it makes sense. 


As discussed in an earlier paper, the US program rentals will tolerate dumping 
prices of a 75% discount of the US domestic prices or, in the pay-TV environment, 
a rental fee of about 10% of gross. This takes into account the concept that 

the further away from the home market a program travels and the more government- 
controlled the purchasing exhibitor, the cheaper the program price --it's classic 
dumping. Dumping, though, is usually quite acceptable to the importer, but not the 


domestic industry. 


Pay-per-program would provide us with an opportunity to isolate and exploit this 
natural practice to the advantage of Canadian producers who are at an economic 
disadvantage in their home market. Canadian producers lack the economy of scale 
afforded to most foreign programs and must face effective foreign programs dumped 


in their home market. 


Suggestion 


With the introduction of an access agency (explained fully in section 5), a 
point system would be developed to determine how much a program is Canadian. 


For example: 


Points 
1 - directed by a Canadian 
a = majority of principal actors are Canadian (if a majority are not 
used then # Canadian/# foreign) 
iL - all Canadian production and post-production facilities used 
xf - all Canadian equity ownership (if foreign used: 2% Canadian equity x 1). 


if - other possible criteria 


=P 5s 


A rate card would then be established whereby the producer sets his own 
ticket price to the customer but the agency would return a percent of gross 
to the producer based on how much the program is Canadian. The more Canadian, 


the greater the percent of gross goes to the producer. For example: 


% of gross Play-back 


Content points to producer Priority 
5 802 1st 
4 70% 2nd 
3 602 3rd 
2 302 4th 
1 202% 5th 
0 102% 6th 


As seen above, the greater its Canadian content, the more priority a particular 
program will have over the others. Through this method, we would ensure that 
Canada's cultural imperatives are not undermined and at the same time provide 
efficient access for Canadian producers to the public but not thwart the 


public's desire for foreign programs. 


4. PAY-PER-PROGRAM MODEL 


a. Approach 


To paraphrase Fowler, producers are best at producing programs and the public 
is best at watching them--the rest is just housekeeping. If we step back and 
realistically examine the strengths and weaknesses of the potential 

middlemen between the producers and the public, it can be seen that the 


, weaknesses of one can be handled by the strengths of another. 


The chart below attempts to indicate the relative strengths of the various 
participants in the communications field in Canada and how they might relate to 


pay-TV. 


i We 


The Relative Strengths of Various Participants in 
the Canadian Communications Field 


Task 

Canadian Cable Telephone 
producers compenies companies Government 

Producing programs 

(or willing to) xx Xx 

Producing programs 

the public will pay 

to see xX 

Mass Disseminating 

video programs po 

Mass disseminating 

programs on numerous 

channels for a set 

monthly charge xX 


Collecting data from 
public on variable 
usage of services XxX 


Collecting from 

subscribers a 

variable amount 

each month xX 


Best able to uni- 

versally protect 

public interest and 

police an economic 

and program service without 

a vested-interest (in a monopoly 

environment) xX 


Broad experience in original 
communications re- 
search and equipment development xX XX 


Good financial base 
to draw upon xx xx 


TV broad- 
casters 
(private, 
CBC and 
ETVs) 


xX 


xx: Very good at 
x2) 1. 900d) at 
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As can be seen, each of the participants have specialties in which they excel. 
This model will try to fit each participant into a natural role in a pay-per- 


program model. 


b. Basic concepts of model 


There are four flows that we want to follow in this model system and we'll 


be indicating them graphically as follows. 


’ 


Scrambled program flow 


These contain the transmitted programs in a form not normally intelligible 


until unscrambled by a decoder in the subscriber's home pay-TV terminal. 


Data flow 
When programs are decoded and used, it is noted by the subscriber's pay-TV 
terminal. These data are then collected to prepare invoices to be sent to 


the subscriber. 


Invoice and TV guide flow 
An invoice is mailed to each subscriber (probably monthly) with a "TV guide" 


that promotes and indicates times and prices of programs. 


Dollar flow 


What happens to the money after the subscriber pays the invoice. 


We are about to examine a proposed living system. Let's start with the 


producers. 


i. The producers 


PROGRAM PRODUCERS 


A producer can be virtually anybody with a program to sell. A list below 


should give an idea of the range and scope of possible producers: 
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= private broadcasters 

- MCA - Universal 

- Paramount 

- Budge Crawley 

= The CBC 

= The NFB 

- Cable operators 

- TV Ontario 

= Saskmedia 

- Harold Ballard 

- Donald K. Donald 

- Treble Clef Music Stores 
- The National Arts Centre 
- The Vancouver Symphony 


- Joe Blow or Fred Schwartz 


As indicated in section 3.c, the producer or rights holder of a program 

would approach the access agency. The two would then enter into a contract 

for a particular program to be played on the system. The contract would 

principally: 

- indicate the producer's responsibility for content, 

- hold the producer to the access agency's rules on technical quality, 
siphoning, and advertising. 

- indicate the contracted times the program will be run and on which 
channels, 

- agree to promotion arrangements for the program, 

- commit the producer to his Canadian content points and the agreed per- 
centage due the producer based on the agency's rate card, 

- indicate the "ticket price'’ the public will pay for the event. 

The content of the program, the determination of the "ticket price" for the 

program, and the delivery of the program whether by film, videotape, or micro- 


wave would be entirely the responsibility of the producer. 


By Lows 


ii. The program carriers 


CABLE 
COMPANY 


SOSHHHOHALHOHHOHOEHOHOHOHHEHEHOHHHOOLE 


The access agency would then deliver the programs via an electronically scrambled 
signal to program carriers, the program carriers could in theory be almost anybody 
--cable operators, over-the-air broadcasters, MATVs, M.D.S. operators, theater owners, 


hotel operators, and/or saloon operators etc. 


In some markets, the program carrier could be an over-the-air licensee while in 
another the service could be provided by CATVs or they could compete in the same 
market. Individual MATVs might choose to sign with the access agency in some 
markets, while cable operators would provide the pay-TV service to the neighboring 
houses. It's even conceivable, especially with large-screen projection,that bars 
‘or pubs would sign deals with the access agency to provide pay-TV to their patrons. 


Similarly, in remote communities, small 20-seat theaters could be operated using 


large screens ("Advents"). 


However, the cable operators would seem to be the main contenders for program 


carriage. The reasons: 


= maximization of present facilities 
because three to six channels simultaneously are anticipated for the service 


OC 


the cable operator can most easily handle this load 

= signal quality and reliability is greater on cable as opposed to over- 
the-air in urban or mountainous areas 

- they're the keenest on providing new services 

- they are best able to handle deliquent accounts or piracy (traps are 
superb back-up security that the over-the-air broadcaster does not have) 

o does not use more limited over-the-air spectrum space 

~ some operators want to "lease" channels and many others will not resist 
idea 

~ over-the-air has a problem of whether "public frequencies" can be 
used for essentially discriminatory broadcasting 


~ cable has been tried with pay-per-program and it works. 


While this model will use the cable operator as the program carrier for simplicity, 


this is not to suggest they would be the only program carrier. 


The program carrier could be paid a fee based on the amount of revenue his 
particular program carriage services or a flat fixed fee. In this model, we're 
proposing 1% of program revenue goes to the cable operator per channel, or a 
total of 4% of program Seay for four channels. The fairness of this amount 


will be demonstrated later. 


TELEPHONE 
COMPANY 


fii. Data collectors 


TERMINAL 


Program revenue is viewed as the money raised by the charges for programs 
or total revenue minus terminal lease fee and 22% bad debt. 


ic 


Data collectors would provide the subscriber's terminal which would contain a 
tuner/descramble and a method of reading the program usage of the descrambler 

(who watched what program when). The usage data would be collected and sent 

by the data collectors to the access agency probably by computer bulk dump. The data 
collectors could be either the telephone companies, cable operators. with 2 way 


Systems, or companies set up to collect the data via the postal system. 


The telephone companies appear to be the front runners however, because: 

- they are the most universally available (cable is not in every home but 
twisted pair, two-way feed telephone lines practically are). Thus, tele- 
phone return feeds are available for households receiving pay-TV programs 
directly over-the-air, however cable return feeds would not be available 
to non-cable households; 

- virtually no cable operations in Canada are now two-way; 

- if cable operators develop two-way systems, they plan to import the know- 
how and facilities from the US and Japan, whereas’ the telephone com- 
panies will develop, design, and manufacture the data collection and 
descramble system in Canada. 

- telephone companies' services and charges are more tightly regulated than 
those of the cable companies; 

- Bell Canada, Bell Northern Research, etc., are more experienced data 


communications developers than is the cable industry. 


- Teleco's have extensive experience in auditing variable amounts from 
subscribers each month, cable co.'s don't. 


Both groups see the long-range implications of an in-home two-way metering 
system in terms of burglar alarms, banking, water and electric meter reading, 
etc. Pay-TV will be the leading edge. Thus both should be very willing to 
"set their foot in the door" with pay-TV. Either group is looking at similar 
pricing for the data collection service ($1.90 - $3/mo/terminal). How- 
ever, for simplicity, this model will use the telephone company. Once again 
this should not be read as excluding other organizations if they can come up 


with a better deal. 


iv. The access agency function 


As you can see there are potentially scores of participants in the system-- 


over 300 telephone companies, over 400 cable operators, over 100 producers, 


Ne 
FIGURE 1 
PAY-PER-PROGRAM PAY-TV 


seeeeseeeeeeees SCRAMBLED PROGRAMS 

-—— +s. DATA 

peg PROGRAM GUIDE AND INVOICE 
$ DOLLARS 


(1) PROGRAM PRODUCERS 


ACCESS AGENCY 
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over 15,000 MATVs, not to mention the numerous over-the-air broadcasters and M.D.S. 
Operators that may be licenced to provide pay-TV. There is a need to pull all of 
these market place elements together to create an efficient, effective, culturally 


secure system. That will be the role of the access agency. 


Later on we'll examine the structure, operation, ownership, and control of the 

agency but for now we'll examine its function in the total system. The access 

agency's basic functions will be to: 

- make deals with producers to provide programs 

- make deals with cable operators (program carriers) for program carriage 

- make deals with telephone companies (data collectors) for data collection 

- schedule and run programs 

- promote programs and service to the public invoice and collect money 
directly from pay-TV subscribers. 

The agency will be a super distributor/exhibitor, t will not produce 


programs. 


v. The overall basic system_ 
' To recap, the chart opposite indicates how the system and model would func- 

tion. The producers would provide programs, (1), that would be scheduled and 
sent out by the agency on its distribution system in a scrambled format (2). 

The cable operators (program carriers) would merely relay the scrambled programs 
to subscriber households. The subscriber would buy a program by deciding which 
program he will unscramble, using the terminal provided by the telephone company 
(data collector) (3). When a program is unscrambled, this information is collected 
by the telephone company, (4) and immediately relayed to the access agency (5). 
The access agency makes up an invoice from the data and mails it with a pay-TV 
‘program guide to the subscriber every month (6). The customer then pays his bill 
to the access agency (7), the access agency then pays the producer (8), the 


telephone company (9), and the cable company (10)--clean amd simple. 


5. THE ACCESS AGENCY 


We will examine the agency as if the system were fully developed and running. 


While an examination of how the system will be initially introduced and 


eile 


developed is very important, we will leave this for future analysis. 


a. 


Structure 


The agency headquarters would probably be situated in central Canada with five 


regional liaison offices in Vancouver, Winnipeg, Toronto, Montréal, and Halifax. 


Naturally, those operations best handled centrally should be done so, and those 


best handled regionally should be done so. 


Headquarters 


administer the total service 

pursue and promote Canadian producers 

negotiate for programs 

schedule and operate playback 

classify program content 

publish TV guides for users 

do national P.R. campaigns 

perform market research 

police siphoning, fragmentation and advertising rules 

negotiate and handle all legal agreements with producers, program 
carriers, data collectors, and signal distributors 

pay producers, program carriers and data collectors 

make-up invoices from data, send to subscribers with program guides and 
collect fees 


handle public enquiries. 


Liaison office: 


does regional PR and advertising 
pursues regional program producers and make arrangements for their programs 
to get on the system 


handles, on behalf of headquarters, service complaints from users. 


Since scheduling is not as critical in pay-per-program as in other forms of 


pay-TV; since regional producers will want as big a potential audience as 


possible (i.e., national); because origination centers are costly; because the 


remotest areas will want service (e.g. Whitehorse, Port-au-Basques, Leamington, 


etc.); and because satellite technology is well within our grasp--it may be 


preferrable to use satellite exclusively for distribution. 
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Satellite also affords distance-insensitive access by any regional producer to 
the whole country. While satellite at first hand may appear to highly centrali- 
ze the origination center, the opposite is true. The regional producer who 
wants live national access is far better served economically by satellite than 


by a terrestrial microwave distribution system centred in Toronto, for example. 


As with the NAC and Place des Arts, the agency will be open to productions in 

the two official languages and any other language. However, pay-television and 
satellite technology can afford the agency with a hitherto impossible feature 

of dual language programming. This possibility is best demonstrated by the two 
audio tracks (French, English) available in jets to in-cabin movie watchers flying 
Air Canada.Depending on the language preferrence of the viewer, the appropriate 
audio channel is chosen. Satellite channels are equipped with two balanced audio 


channels. This affords either stereo sound or dual language audio. 


A monetary bonus could be given to producers for supplying dual audio programs. 
Not only should the monetary bonus encourage this but producers could see a 


substantial increase in their market if they do so. 


Presently, the feature film industry provides dual audio films. For example, 

of the 445 French-language films licensed (not necessarily released) in Québec 
theaters in 1975-76, 255 were available in another language (123 English.)* This 
255 would represent the lion's share of the successful released films; the non- 
dual language films tend to be ones that are not very marketable. Presently, 
most major sporting events in Canada have two sets of commentators providing 
separate language coverage; there is no reason for this not to occur in pay- 


television. 


* 1975-76 annual report, Québec Bureau de surveillance du cinéma, p. 6. 
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So as can be seen, there are strong arguments for the origination, operation, 
and structure to be well integrated, allowing stereo transmission and dual- 


language transmission nationally. 


b. Revenue 

a Gross revenue 

This is the most difficult component to predict, especially in pay-per- 
program. In this model, we have called upon one study by the Stanford 
Research Institute,* and staff examination of the three existing in-home 


pay-per-program systems that are functioning in Canada and the US. 


As summarized below, we have tried to anticipate what the SRI study and the 
three systems each would expect, in terms of revenue, at the end of 1978. 
Using an expectation of 5,308,000 Canadian households being passed by pay-TV 
service and 3,422,000 basic subscribers on cable systems offering pay-TV at 
the end of 1978, we projected what the total Canadian pay-per-program gross 
would be if the three systems and the study assumptions held true for 
Canada. This is conservative because it ignores the acquisition of new 


subscribers as a direct result of pay-television. 


* "Analysis of Consumer Demand for Pay Television" (final report), May 1975, 
prepared for Office of Telecommunications Policy. 
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Projected Annual Gross 


Revenue for Canada in 1978 


eee 


Projecting Columbus 3,422,000 x 25% x $11 x 12 mos. = $113,000,000 
example 


(25% of basic sub- 
scribers at 2.5 
showings/terminal 
at $11/terminal in 
1978), terminal 


service charge $3 


Projecting Network 5,308,000 x 67% x 1.9 x $3.75 x 12 mos. $304, 000, 000 


One 

(67% of houses 
passed take termi- 
nals at 1.9 show- 
ings/terminal at 
$3.75/movie in 1978), 


terminal service fee $0 


Projecting SRI 5 422,000 x 402° x- $9.50 x 12 m6s; $156,000, 000 


study 
(40% of cable sub- 


scribers, $7/house- 
hold in 1974 or 
$9.50 end of 1978), 
service fee $1.25 to 


$3-at .402 


Projecting Allentown 3,422,000 x 402 x $7.80 x 12 mos. = $128,000,000 
project 

($7.80/ term, 40% 

penetration of cable 


in 1978, service fee $0 


0% 


Because Columbus has the longest and most practical experience, is the lowest 
projection in terms of gross revenue, and because the Columbus 1975 average 
household effective buying income was close to Canada's (Columbus, $15,880 
US; Canada $15,170 CDN), we chose the Columbus projection as being the most 


appropriate for our model. 


Columbus feels it will securely provide pay-TV service to at least 25% of its 
subscribers in 1978 (22% in 1976). They expect a total revenue/subscriber of 
at least $11 per month on average from each pay-TV terminal in 1978. (Their 
revenue/subscriber in October 1976 was $9.50 and $11.50 in January 1976, ) 

This total revenue per subscriber includes the $3 service fee for the pay-TV 


terminal. 


In the model, we'll keep the $11/subscriber/month constant and will project 
revenue on pay-TV penetration at 15% (to provide comparison with CRTC study), 
252 (Columbus's anticipated penetration), and 40% (SRI's upward-bound estimate). 
Because customer demand reflected in revenue is highly skewed (20% of Columbus' 
pay-TV customers generate 80% of the revenue), the $11/subscriber still makes 
sense at 15Z when pay-TV would not be going well, because the high users would 
be more loyal to the system thus keeping the per subscriber revenue up. Simi- 
larly, if the system is more successful (at 40%), it will attract more low 
users, thus keeping the per subscriber fee probably around $1l. Besides, it's 


easier. 


Pay-TV terminal penetration joy Zon 40Z 


(% of basic subscribers) 


Terminals (base of 3.422 513,000 860,000 1,370,006 
million) 


Annual gross revenue 
($11/terminal/month or $67,716,000 $T13,520,,060 $180,840,000 
$132/year) 


AIS 


ie Net Revenue 
In Columbus, Ohio the bad debt load is said to be around 1.5%. This model will 
take a bad debt load of 22. 


oe dS SR PRE ES ce ae ee ee ee en T Te soe Py sae, Pee 
Penetration L5Z 25% 40Z 


Annual net revenue 
after bad debt (98% of $ 66,360,000 > LLL, 290,000 % 177,200,000 


gross revenue) 


oy Operating Costs 


a5 Per unit costs (monthly and per terminal): 

Terminal lease (telephone companies, etc.): Considering how electronic component 
costs have generally declined, economy of scale, Bell's verbal estimates, and the 
Columbus experience, $2.50/month/terminal seems a reasonable load to put in the 
model for this component. The amount may rise as high as $3 (Columbus), or drop 
as low as $1.90 (Bell's verbal estimate if over 100,000 terminals are produced). 
This estimate also includes the 10¢/terminal reading charge done once a month. 

It must be remembered that this is the rental "cost'' to the agency for the 
terminal. The access agency may decide that the service fee to the subscriber 
should be lower than the cost to the agency, thus subsidizing the terminal rental 
out of program rentals. This decision is better made later on and not necessary 


now. 


Video channel lease (to cable companies, etc.): Pie NS: program revenue/channel or 4% o 
program revenue for four channels on a cable system. 
The access agency would be able to tell how much revenue a particular program 


carrier generated. The program carrier (cable companies. etc.) would receive a 


‘percentage of this gross. In cable's instance, the amount would be 4% of the 


program usage (gross minus terminal lease) if program was providing four channels 


($11 x 98% - $2.50 x 4%) = $.33 


Billing costs (30¢ processing and handling, 12¢ postage): These are estimates 


provided by the Columbus system and P. Sandeford of System House Ltd., Ottawa. 


$1.33 


FO 


Program guide: This load could be used by the agency in many ways. They could 
produce a guide and "stuff" it in with the monthly bill or they could buy space 
in the "Canadian" and "Weekend" magazines, once again, decisions that are better 
made later on. However, 15¢ seems an appropriate load for this function along 
with the "free space" that will be provided by "TV Guide" and the daily 

papers. Also, producers may decide to independently buy space in papers, etc. to 


promote their particular programs. 


Program rentals: 16% of program revenue. As discussed above, the more programs 
are Canadian, the greater their share a program gross receipts. We propose 


the following scale: 


Nationality points %Z of program gross to the producer 
5 80 
4 70 
3 60 
2 30 
uf 20 
0 10 


In Columbus the split of program revenue tends to break down as follows: 
Hollywood movies 602% 

Adult movies 302% 

Other (non local sports, on 


location, etc.) jalaye 


This split varies widely from month to month (see Attachment 3) but the figures 
above seem quite reasonable over the long run. Given this factor in Columbus, 

a similar split in Allentown, and the nature of the beast, it probably would be 
conservative to expect 90% of programming revenue (not programming time) on the 
Canadian system to come from foreign program usage (0 points). The remainder, or 
10% of program revenue, would come from programs with varying degrees of Canadian 


content. For the purpose of this exercise, we've assumed the following breakdown: 


en el 


mem ee Lt 


Program content % of program ys Rental cost 
points pevenuc. to to agency 
generated by producer as % of program 
group (rental cost) revenue (after bad 
debt and 


terminal rental) 


5 47, 802% De2k 
4 22 702 1.47 
3 47, 60% 2.42% 
0 90% 102% 9.07 
Total 1002 16. OZ 


($11 x 98% bad debt - $2.50 terminal x 167) 
Metaeit (aarti i a el es et ees es BD 
This is a very arbitrary way of estimating program usage but it seems a reasonable 
breakdown. As the system increases its revenue from Canadian programs, and 
relies less on foreign programs, the program rental costs will increase. Thus 
the weaker Canadian programs are, the less cost the System will incur. As well, 


the more reliant the system is on US programming the greater the profit to be 


invested in Canadian programming. 


Total per unit cost/month/terminal: $4.73 


in. Lrixed operating costs (annual) 


Headquarters and liaison offices ($4 million): Attachment 1 indicates a load of 
$4,000,000 annually to operate the access agency beyond the per unit costs. This 


would be better refined later on but gives an indication of anticipated costs. 


Signal distribution ($14,000,000): This is a very complicated area. Cost/effective 
use of Commission staff would be impractical at this time to study the precise costs. 
Even after such a time consuming task, the exact cost would not be known. However, 
as Attachment 2 indicates, four satellite channels should be deliverable for around 
$14,000,000. 


-* Program revenue is viewed as the money raised by the charges for programs or 
total revenue minus terminal lease fee and 2% bad debt. 
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The annual fixed costs are thus $18 million. 


iii, Conclusion: 


Annual Operating Costs (in 000's) 


Penetration ARS RA 25% 407 
Pay-TV terminals Si oe 860. USS AOE 
Per units costs 29,120 48,815 BEAMS 


(4.73 x 12) months/ 
terminal) = $56.76 
Fixed costs 18,000 18,000 18,000 


Total annual 47,120 66/,S15 95,760 
operating costs 


iv. Capital depreciation ($1,287 ,000/year) 


Start-up costs are a function of how fast the system should be installed. This 


is a cost that must be ultimately considered but is not being considered here. 


We can, however, more readily look at equipment costs. Since the agency will be 
leasing satellite distribution facilities, the video channels of program carriers 
and the descrambler/return feed of data collectors, the access agency will only 
have to purchase origination equipment, some backhaul microwave and leasehold. 
The estimates are as follows: 


Origination center: 


2 Téléciné chains $ 200,000 

10 playback VIR machines 1,000,000 

2. edit VIR'S and mix facilities 400,000 

leasehold, switching, sundry 200,000 

Subtotal $1,800,000 
Agency-owned microwave facilities $3,150,000 
Subtotal $4,950,000 

Interest over five years at 127 $1 5485,,000 
TOTAL $6,435,000 


over 1 year $1,287,000 
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Vv. ‘Surplus 
If we take the above crude macro-dollars, we would see the following estimates 


of the gross surplus: 


eee 


Terminal penetration ran Wap 4 402 
Net revenue 66, 360,000 111,250,000 Lis 200,000 
Operating costs 47,120,000 66,815,000 J3iy 1 OU, 000 
Depreciation and interest 1,207,000 1,267,000 1,287,000 
Gross surplus 17, 923,000 43,148,000 80,153,000 
(as a Z% of net revenue) Code) (392) La Ae 
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vi. Ownership and control 
One way to look at the pay-per-program access agency is to see it as a national 


electronic cinema, with four separate screens (channels). In philosophy, it is 
a common carrier; the program producer sets the ticket price and is responsible 
for content. In operation, it is an exhibitor/distributor, expanding seating 

capacity (promoting the terminals), promoting programs in the theaters (on the 


system), and collecting money from the public. 


The placement of programs will be determined by the tightly locked-in rate card 
that was developed previously. However, when programs of equal point weight 


conflict, the agency will have to make judgement calls. 


This will be especially prevalent with 0 point, i.e. foreign programs. In this 
instance, the agency will have to decide what are the best programs to play at 
what time. Then, and only then, should the agency make subjective judgement 


calls--not on whether a program gets on the system, but where and when. 


Having in mind the above, as well as the desire to avoid aligning the access 
agency with any one interest group, and the concern that the agency not become 


an ineffective, and non-responsive bureaucracy, the following ownership structure 


is suggested. 


Eig ihe 


An eleven-member board of directors would be appointed by Parliament, 
representing the following concerns: 

Z federal government 

(CFDC, Secretary of State, CBC) 

provincial government (on a rotating basis) 

the program carriers (cable operators, etc.) 


the broadcasters (to influence implementation of siphoning rules) 
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performer unions (they have an ardent interest in pay-TV succeeding ~~ 
no conflict of interest here, since the producers would sign performer 
agreements, not the agency) 

CBL -— type group 

Canadian producers representative 


data collectors (telephone companies, etc.) 


ee 


chairman/chief executive officer. 


Their role would essentially be: 

- to approve budgets and strategy presented by the senior staff 

- to handle appeals on whether the staff has properly categorized a 
program 

- if the board wishes, to set up a program classification system (R, PG, 
etc.) 

- to approve all contract forms with producers, program carriers, and data 
collectors 

- to decide on discipline rules for producers in breach of siphoning rules, 
technical quality, etc. 

- to handle appeals from producers on siphoning rules 

- to inform the government of their discontent (if any) with the chairman. 

The staffing and day-to-day operation of the access agency would be performed 


by the chairman/chief executive officer. 


The author proposes that the non-government members of the board and the 
chairman be given by statute a fixed percentage of the gross surplus. These 
funds will be handed over to the organizations they represent. The purpose of 
this would be to motivate board members to have a direct interest in the access 


agency being as profitable as possible. 


S05 
In this model, we propose that 5% of the gross surplus be applied to the board. 
The remaining 95% of the gross surplus would be applied to the net surplus and 
the Provinces as below. This would mean that the seven non-government members 


of the board could receive annually the following amounts in the model: 


ESE SAAC rr OL GS ce ns sh rn nes stn ce ASS pcos sn toca esate get epee 


Penetration 157 L534 407, 
Annual Gross Surplus $17,953,000 $43,148,000 $80,153,000 
Board Allocation 

(5% of Gross) 898,000 25157;000 4,008,000 
Per Non-Government 

Board Member 128,000 308,000 573,000 


(1/7th of Allocation) 


This compares with annual operating budgets of about $96,000 for the Canadian 
Broadcasting League and $692,000 for CCTA. Not uninteresting for any potential 


participating organization. 


The disbursement of the surplus funds is an issue common to whichever model is 
chosen. The idea proposed here is that the net surplus be transferred to the 
CFDC automatically, with each dollar being matched by a dollar from the 

federal government. (If a Province wishes some of the funds, they would have 
entitlement to half the net surplus raised by their province, provided they 

set up a provincial CFDC and match at least dollar for dollar the net surplus allocated 
to them.) This would create, in this pay-per-program model, the following funds 
at 25% penetration in 1978: 

Net surplus (95% of gross surplus): $41,000,000 

Government-matched funds: 41,000,000 

Total: $82,000,000 

This is 34 times what the CFDC invested annually in the last five years. 


(For a full financial table, see Attachment 4.) 


6. EFFECT OF PAY-PER-PROGRAM PAY-TV 
a. Broadcasters 


Less fragmentation: The average pay-per-program household watches 2.5 events per 
month in Columbus, Ohio. This low usage is caused by the subscriber having to pay 
precisely for programming, and subsequently, husbanding his pay-TV watching. How- 
ever, as the subscription model speculates, once a person "invests" $8 to $10 per 


month on a whole month's worth of programs, he will maximize his investment by 
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watching many more hours, (40% of the program schedule one Commission study has 
estimated). 


We can provide a comparison of level of "risk of fragmentation" to Canadian 


viewing. 
Subscription Columbus 
model pay-per-program 
mode] 
Signal distribution cable cable 
Pay-TV penetration 202 202 
Pay-TV watching/week/ 8 hrs. Ty hee 
Pay-TV household (2.5 events x 90 min.) 
4 weeks 
Total fragmentation 
at risk 34% 3432 


As you can see pay-per-program viewing is one-eighth of that speculated in the 


subscription model, thus there is a similar reduction in the fragmentation risk. 


Increased programming opportunities: Since the access agency will be open to 


all, TV broadcasters will be able to exploit their facilities to produce programs 
for pay-TV. Pay-per-program pay-TV could provide broadcasters with a first-run 
market. Their pay-TV programs, whether financially successful on pay or not, could 
be subsequently run on their broadcast stations. This would provide a wider 
financial base for program production. Over-the-air TV would be viewed (within 

the siphoning rules) as a subsequent run, just as feature films on over-the-air 

are subsequent run programs after their theater run. This would not be restric- 
ted to just broadcaster-produced programs, but would also apply to independent 
productions for pay-TV that could be subsequently sold to "free" broadcasters, to 


be run after their pay-TV run. 


Increased revenue from equipment rental: Since pay-per-program will be 


providing opportunities for independent producers, there will be an increase 
in the demand by independent producers to lease television facilities to produce 


programs. 
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b. Domestic independent producers 

They will have ready access to the System: The producers appear willing to rise 
to the challenge of selling their programs directly to the Canadian public 
deriving a profit from, or taking a loss for, their individual endeavors. Pay- 
per-program permits this. This is truly a new way of providing programming to 


the system. 


Canadian feature films will have a new and better market for their products: 
The Columbus, Ohio operators maintain that feature films that do poorly in 
theatres do three to four times better on pay-per-program pay-TV compared to 
the front runners. Pay-per-program tends to be an equalizer. For example, 
"Patton" played on the Allentown pay-per-program pay-TV with "Duddy Karvitz" 
for the same price in July 1976: 


"Duddy 
Film "Patton" Kravitz” Ratio 
Theatre rental revenue $28,100,000 3,000,000 care 
Pay-per-program usage 152 720% ei 


1 


As can be seen, "Duddy Kravitz," a Canadian feature film, didn't do nearly as 


badly against "Patton" on pay-TV as it did in the theaters. 


It is speculated that this phenomenon occurs because a customer tends to want 
to pick a sure winner when either on "a date'' or when paying for a baby sitter, 
battling the elements, parking the car, and lining up to see a film. He is 
minimizing his risk. Thus the theater crowd is skewed to front-runner films. 
However, when features are in the home on pay-TV, the expenditure of effort and 
funds by the customer is not as great. Thus the customer is more willing to 
gamble. As well, the front-running films in the theater burn up potential 
customers, while the very lack of previous exposure of a film to customers 


increases its likelihood of being bought. 


This phenomenon will be of aid to all Canadian feature films, since none of 
them have been front runners to date. In the electronic pay-TV theater, they 


have a better chance against foreign product than they do in the theaters. 
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Profit centers will exist in the prodvcer's hands: Below are some sample 
programs which could be supplied by C-nadian producers to the system. We've 
dealt with them in simple terms for illustration purposes only. 

Example 1: "Duddy Kravitz" 

Content points: 4 (producer gets 70Z of gross) 

Ticket price: $3 

Usage (7% in Allentown): 12% 


Penetration: 57, 2 SY, 40% 
Net to producer (70% of gross): $128,000 $217,000 $343,000 
Comparison: Income to producer 


"Duddy Kravitz": domestic theater (302 of $1,800,000 box 
office), to November 


19 76% $540,000 (642) 
Sale to CTV and TVA networks estimate: $ 80,000 (102) 
Pay-TV payment at 25% penetration: $217,000 (262) 
Total: $837,000 


As can be seen, the domestic market does not generate enough money to cover 
the production cost of a feature film that can exceed $1 million. However, 
more cheaply produced programs of high domestic appeal will provide satisfactory 


profits. 


Example 2: NHL Hockey 

Content points: 5 (producer gets 80% of gross) 
Ticket price: $4 

Usage (8Z in Allentown): 122 


Penetration 15% 252 402 

Net to producer (80Z of gross): $197,000 $330,000 $526,000 
Production cost: 20,000 20,000 20,000 
Total: $157,000 $310,000. $506, 000 


* Canadian box office, excluding foreign. 
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Comparison: Income to producer 
Estimated Maple Leaf Garden box office 


for a Leaf game (16,350 seats x $9 average 


ticket price) - $12,500 arena rental $135,000... (3023 
Pay-TV income at 25% penetration: $310,000 (702) 
Total: $445,000 


As can be seen, an NHL team owner will be very interested in pay-per-program 
pay-TV. He stands to triple his net receipts on his hockey club per game. 
Similar logic could be applied to other Maple Leaf Garden events (over 200 per 


year). 


Example 3: "Canadian Rock Concert" (e.g. April Wine) 


Content points: 5 


Ticket price: $5 

Usage: 52 

Pay-TV penetration ey 25% 40Z 
Net to producer from $102 , 600 $172,000 $274,000 


agency (80Z): 


Profit to producer after artist 


costs of 65%, production costs 
of $10,000: $25,900 $ 50,200 $ 85,900 


Comparison: According to Harvey Glatt, Treble Clef Music Stores, a rock 
concert producer has done "extremely well" if he sees a $10,000 profit for 


a rock concert of any description. Here he would see $26,000 to $86,000. 


Any competent entrepreneur, with a 513,000 to 1,370,000 seat arena, the ability 
to charge as he wishes, no guarantee required, and the arena rental at only 202% 


of gross if the program is Canadian, can make money. 


New opportunities created for innovative programming: 


Example 4: TVO non-credit course on money management 
Content points: 5 (80% to producer) 

Ticket price: 10 - one hour lessons for $30 

Usage (1.1% to 8% for education 

programs, according to the SRI 


report) 22% 


BAG 


Penetration 15% 236 402 
Net to producer for 10 lessons * $246,000 $412,800 $657,600 


The expenses would be more than met with this kind of success. With less 
success or greater expense, TVO's losses would be defrayed by government 
funding as is the case in most public educational institutions. The 

course could be repeated numerous times over several years to accumulate 


revenue. 


rely Foreign program producers 


Will get a better deal with pay-per-program than with subscription: 
Item: At 25% and 15% pay-TV cable penetration and with foreign film rentals being 


held to 10% of pay-TV gross, the foreign producers would get more money 


out of Canada by pay-per-program than by subscription. 


Total foreign rentals in 1978 (pene- 


Model for 10% of gross tration) 
Subscription $4,044,000* (152) 6,200,000* (22.5) 
Pay-per —program $4,710,000 C154) 7,900, 000 C29) 


(9Z*** of $8.50 x pay-TV 
subs. x 12 months) 


Difference # 172 Peis 


Item: According to Paul Kagan** the movie companies in the US are getting 
an average 35¢ to 40¢/subscriber for their "best movies" (including their 
blockbusters) in their domestic subscription pay-TV market. If in Canada 
the movie producers set their ticket price at $3.50, as Columbus, Ohio did 
for "One Flew Over the Cuckoo's Nest," the rate card would see the producers 
get 10% or 35¢ per viewer. This is a more than generous payment to the 
producer because this does not take into account the possibility of the 


dumping phenomenon that could be brought to bear on the price. 


* See "The Programming of Pay-TV," p. 10. 
*x* ''Pay-TV Newsletter,'' 3 March 1977, p.1l. 
*kk See page 30 above for details. 
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Foreign producers will get more revenue from pay-per-program than from 
subscription in Canada, and the money they get, per-program per-viewer 
that watches, could easily match what they get from their US subscription 


system per subscriber. 


See growth in their number one foreign film market: From 1964 to 1974 the 


movie theater box office in Canada grew annually at about 12% per year. How- 
ever the growth in real terms, taking inflation into account, was only 4.4Z per 
year.* Canada is their number one foreign market. Of the total motion 
picture box office revenue in 1974 ($185,467,000) about 16% ($28,000,000, was 
remitted to US producers. Since the agency will assume all distribution 

costs, the rental fees paid will go directly to the producers. Below is an 
indication of the level of growth pay-TV will provide to the US producers in 


terms of this $28,000,000 with anticipated 1978 revenue: 


Penetration 5% 2% 40Z 


Annual pay-TV revenue to US producers 
in 1978 (9% of $8.50 x pay-TV terminals 
x 12 months) $4,710,000 $7,900,000 $12,580,000 


As a percentage of 1974 remittance 
of $28,000,000 172 28% 452% 


Be able to set their own ticket prices and negotiate time of play: The 


ability to control the ticket price without government control will allow the 
foreign producer/entrepreneur to play the market as he wishes. Will his 
Thottom, line"’’ be larcer at a $1, $3, or $5 ticket price? His best marketing 


instincts will be allowed to find the answer. 


Once the Canadian content program time slots have been picked by the Canadian 
producers, the foreign producers will be able to negotiate openly with the 
access agency for time slots. Will "Jaws" get a larger audience at 7 pm or 
10 pm? Once again their fine marketing skills will be utilized to find the 
answer. Not since the 1930s and 1940s, with unified exhibitor/distributor/ 


producer control of the release system, will the producers have as much control 


over the exhibition of their product. 


* CMPDA submission to CRTC, 2 March 1977, p. 15. 
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Be contributing to a fund that will aid in foreign producer investment in 


Canadian feature film: The dollars earned by the agency in this proposed pay- 
per-program model could be matched dollar for dollar by the federal government 

to provide $34 million (at 15% pay penetration) to $152 million (at 402% pay 
penetration) annually for investment in feature films by the CFDC. This is 

a substantial sum compared to the $86 million cumulative total world rental income 
of "The Godfather" as of January 1977 (released 1972, second "All Time Film 

Rental Champ"). 


The fund sponsored by the net surplus will be a good source of funds for Hollywood 
and other foreign producers who meet Canadian criteria. The surplus from the 
access agency will be recycled directly into the highly speculative area of 
feature film investment as opposed to into the general profit columns of an 
organization such as Gulf Western. This will be healthy, not just for 


Canadian talent. 


Reap the benefits of having pay-per-program proven out: In the US home market, 


the US producers, like the Canadian producers, strongly favor pay-per-program 
pay-TV. They feel that subscription pay-TV will place them in the same 
precarious position that commercial television has. They want pay-per- 
program because it allows them to test and compete with their product in the 


market place with healthy feed back from the consumer. 


When pay-per-program works in Canada, the US producers will point to the 

North and insist on a similar system in their country. It also would be to 
their advantage to accept our type of rate card, in which the domestic 
programs get a preferential rate. For example, universal would love to get 80% 
of the ticket price for a pay-per-program release of "Jaws" in their huge home 
market. The Canadian producers could live with 10% of the ticket price of 

the movie "Lies My Father Told Me" because it follows the natural law of 
international program sales. You get more in your home market and less in a 
foreign market. 

See their "blockbusters" increase their income by 30% to 100% over their 
broadcast income: The movie "Gone With The Wind" had a pay-TV ieee OP 2 57 

in Allentown in June 1976. If this usage held up in Canada at a $3.50 ticket 


price in Canada, the following amounts would be netted to the producer: 


ma 1 


SLL a a a a a EEN “Fen 


Penetration 157, 25% 402 
Net to producer (10% of gross) $44,900 $75,000 $119,900 


"Gone With The Wind" sold to Canadian broadcasters for about $150,000 in 
December 1976.% 


See their "major" features more than double their income over their broadcast 


income: A "major" film like "Rooster Cogburn" had a usage of 13% and "Sunshine 
Boys" a usage of 14.4% in Allentown in October 1976. If this usage held up 

in Canada at a $3 ticket price in 1978, they would have netted the producer 

the following amounts: 


Penetration: 252 


"Sunshine Boys" "Rooster Cogburn" 
Film usage: 14.42 13% 
Net to producer 
(10% of gross) »' $37,000 $33,400 


In 1974 US "major" features were being released to CTV for $14,500 each for 
five plays.** In terms of the above 'majors" this is about 2.5 times more 


income and the broadcast market still exists. 


Event promoters could increase their revenue out of Canada: For example, the 


Ali-Frazier prize fight. 
Ticket price $5 


Viewership 50% (63% in one SRI experiment) 


Content: 0 point 
Pay-IV penetration: 1524 258 402 
Net to producer (102): $228 9250 $215,000 $342, 500 


The net clear to the producer for the Ali-Inoki fight, June 1976 at Maple 


Leaf Gardens, is estimated at: 


Arena Revenue: 6,079 seats x $15.00 = $91,200 


* See "The Programming of Pay," p. 59. 
**k See "The Programming of Pay," p. 8. 


Sale 


Costs: 

Arena rental: $12, 500 
Promotion: $15,000 
Equipment rental, microwave: $ 2,000 
Total: $29, 500 
Producer revenue: $61,700 


Thus pay-IV is an interesting outlet for the fight promoter. Since the pro- 
moter controls the rights, he may decide to show the fight at the Gardens and 


on pay-TV simultaneously, if this would increase his "bottom line. 


d. Cable operators (program carriers) 
Increase basic cable penetration: Cable operators see not only the profit pot- 


ential in a pay-TV operation itself, but see an increase in the number of basic 
subscribers to their systems because of this additional service. This is esp- 
ecially true in areas of low cable penetration like Montréal, St. Catharines, 


St. Thomas. 


The Stanford Research Institute's study on pay-TV took an educated guess that 
11% of initial non-cable households will take current pay-per-program service, 
if it is offered to them, while only 72% of initial non-cable households will 
subscribe to a monthly subscription service.* The SRI study feels that pay- 
per-program offers greater non-subscriber acceptance than does pay-per-month 


or subscription pay-television. 


Increase revenue from outside sources: Cable operators have traditionally 
acquired money from two activities, installations and monthly cable fees 
from subscribers. This pay-per-program model offers the cable operators 
revenue from the carriage of a new service. To date, cable operators in 
Canada have not received funds from broadcast services they carry (CBC-TV, 
CTV, TVA, etc.) This proposal sees the cable operators receiving a channel 
lease fee of 1% per channel of the total program usage revenue raised by 
pay-TV carriage on their individual systems. Since the model proposes four 


channels, the amount would be 4% of usage revenue. 


No fuss, no muss: The cable operators would continue the traditional role that 
they do best: provide good quality multiple video/audio channels for a flat 
monthly fee. The access agency would provide the scrambled signals to the 


headend and arrange for the terminals to be installed and serviced in the home. 


* "Analysis of Consumer Demand for Pay Television,'' May 1975, p. 14. 
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The access agency does the promotion, billing, scheduling, etc. The cable 
company merely provides the channel space and does a level of promotion he 
feels is worth his while to increase his pay-TV lease fee, and installs new 


customers that want his cable service. 


Most cable operators would be very satisfied with this carrier arrangement. 

A few large operators want to control as much as possible but they could live 
with this arrangement. This is evidenced by a statement by John 

O. Graham, past chairman of the CCTA, in the February 1977 issue of "Cable 
Communications": '"'Pay-TV, in all probability, will be a viable investment for 
the large operator but may prove to be a time-consuming nuisance activity for 


_the small and medium-sized operator." 


All cable companies collect a flat monthly fee from their subscribers. They've 
developed very cost effective means of collecting these flat fees by "pre- 
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authorized chequing, coupons,'' or payment a year in advance. Not many comp- 
anies send out monthly invoices and those that do are not equipped to handle 


a variable amount each month. 


A flat rate per month interfaces reasonably well with subscription or univer- 
sal pay-television. However, pay-per-program's variable invoicing each month 
for each subscriber could be a major problem for most cable operators. This 
situation, amongst others, makes itmore reasonable to have the access agency do 


the invoicing and collecting directly. 


Minimal risk, good return on investment: The only equipment outlay a cable 


operator would need to sustain are the modulators and installation of new 

drops. If we assume that these are all "add on" costs, that the general 

overhead is handled by the present basic cable operation, and that the capacity 
is either present or can be introduced by a hike in the basic cable rate, 

we roughly indicate below what three sample operators would see in terms of their 
return on investment. 

Assumptions: 

PS signal delivery cost to headend born by agency 


= modulator cost: $2,500 each 
- average cable installation cost: $22 minus $10 installation fee = $12 


(20% new drops at $50, 80% old at $15) 


- four-channel lease for each system (at 1%/channel) 


- lease fee is 4% of $8.28/mo/terminal ($11.00 x 98% bad debt 


- 2.50 terminal rental) = $.33/terminal/month. 


- new basic subscribers are one-quarter of pay-TV terminals ("three times as 


many initial cable households will take the service as initial non-cable 


households,'' SRI Report, p. 66) 


- capital cost: $12 installation/new pay-TV subscriber plus $10,000 for 


modulators 


- all pay-TV installation costs covered by installation fee. 


Sample: 


System 1 is 


200,000 basic subscribers at $6 rate 


Pay-TV penetration of basic subscribers: 


Pay-TV terminals: 


New basic subscribers: 


Annual Revenue: 


Lease fee from agency: 


New basic subscribers: 


Total: 
Capital cost: 
Annual ROL: 


Sample: 


S ystem A 


50,000 basic subscribers at $5.50 rate 


Pay-TV penetration: 


Pay-TV terminals: 


New basic subscribers: 


Annual Revenue: 


Lease fee from agency: 


New basic subscribers: 


Total: 
Capital investment: 


Annual ROI: 


jEsyA 
30,000 
7,500 


$119,100 
540,000 
659,100 
100,000 
6602 


152% 
7,200 
Oro 


- 295200 
P2391 0 
oe 7250 

325000 
4702 


25% 
50,000 
12,500 


198,500 
900,000 
1,098,500 
160,000 
6902 


252 
LZ, 00 
Sy.25 


$ 49,630 
206,250 
255,880 

47,500 
5402 


40% 
80,000 
20,000 


317,000 
1,440,000 
1,757,600 

250,000 

700% 


402 
20,000 
5,000 


$ 79,400 
330,000 
409,400 

70,000 
5 80% 
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Sample: 

System 3: 

1,500 basic subscribers at $4.50 each: 

Pay-TV penetration: 152% 252% 40% 

Pay-TV terminals: 225 375 600 
New basic subscribers 56 94 150 
Annual revenue: 

Lease fee from agency: 893 1,489 2,382 
New basic subscribers: $3,024 5,076 8,100 
Total annual revenue: $3,917 6,565 10,482 
Capital investments: $10,672 11,128 11,800 
Annual ROI: 382% 592 897% 


As these examples indicate, cable operators would see substantial return on 
their investment, even if allowances were made for local marketing by the 


cable operator, with a minimal amount of risk. 


e. Telephone companies (data collectors): 
Provide a leading edge into two-way communications in the home: Pay-per- 


program provides an opportunity for either the telephone companies or cable 
companies to become in-home data collectors and suppliers of domestic inter- 
active services. A two-way pay-per-program pay-TV terminal in the home could 
provide a basis for other interactive functions such as in-home gas, water, 
and electric meter reading, banking, catalog ordering, information retrieval, 
etc. Pay-TV has enough appeal of its own that these other services could 
easily ride on pay-TV's back. The telephone companies see this and realize 
the full potential of being in a position to exploit this beach-head. 

" 


While cable companies have talked of the "wired city," the telephone companies 


have been preparing for it. Based on the model's $2.50 rental fee per 
terminal per month, the data collectors (i.e. telephone companies) could see 
approximately the following annual revenue: 

Pay-TV penetration 152 252% 407 


Gross annual rental 


paid by access 
agency at $2.50/mo/ 
terminal: $15,400,000 $25,800, 000 $41,100,000 


Provides an exportable commodity: Since Bell is talking of designing and 
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developing a pay-TV terminal in Canada and development in the US of pay-per- 
program technology is primitive, a good opportunity will be developed to 


export Canadian know-how, services, and equipment. 


Provides another communication service the telephone companies can offer: 

As with the cable companies’ program carriage, a pay-per-program terminal 
provides the telephone companies with another related service they can offer 
their customers. The marketing, selling, installing, and servicing of the 


terminal interfaces well with the telephone companies' other business operations. 


f. Governments 

Answers French/English distribution: This proposal allows the market place 

to determine what programs get on the system, as opposed to some central person 
"programming'’ a channel. The various regions will respond to the content 
according to their interests. For instance, a John Wayne film, "True Grit," 
may be watched more in Calgary and less in Montréal. Similarly, a French film, 
"Cousin, Cousine," may die in Calgary but be a hit in Montréal. This natural 
regional selectivity allows this pay-TV system to avoid the inherent problems 
of a separate "programmed" English and French service that would be entailed in 
other forms of pay-TV. It's the same logic that prevails when programming 


theaters such as the NAC or the Place des Arts. The market determines 


ultimately what will be played and how much. 


Good for free enterprise: As opposed to another private or public monopoly being 
set up, the government would be creating a market place where the producers can 
compete in selling their wares to the public. It's analogous to farmers' markets 
owned and operated by city governments across Canada since the 1850s. These were 
established generally to aid the underfinanced, independent, and ill-organized 
farmers surrounding the various cities. Similarily, setting up a program 
producers' "market" to provide increased service to the public and protect 
Canadian cultural objectives is a legitimate pursuit for the federal government. 
Setting up another paternalistic and pervasive monopoly (private or public), is 


not, in the author's view, wise at this time. 
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Good for balance of trade: The Canadian producer will have a responsive 
mechanism with which to experiment with his programs. The producer, even on 
a small scale, will know better what the public will buy. This will 
dramatically aid our domestic program production, and provide it with a 


healthy home base upon which to export programs. 


With imagination, economy of scale, and the Canadian opportunity, we can 
develop hardware in Canada for pay-per-program pay-TV. If we develop and 
manufacture pay-per-program hardware here in Canada, it too can be exported 


to a waiting world market. 


Good for cultural objectives: This agency could be viewed in cultural terms, 
as an electronic National Arts Centre. The NAC operates on a pay-per-program 
basis and offers its facilities to Canadian productions (Les Grands Ballets 
Canadien) or foreign productions (e.g. Henry Mancini). However, the NAC has 
one dramatic difference--it is locked into the Ottawa-Hull area, unavailable 


to the rest of Canada. The access agency would not be. 


g. The Public 
Greatest selectivity: Except for the elective monthly rental of $1.90 "6 


$3, the subscriber pays only for what he or she uses. 
Controls the system: All program producers will be appealing directly to the 
public for financial support. The public controls the whole program supply 


by paying or not paying for particular programs. 


Let's...free pay-TV. 
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ATTACHMENT 1: NATIONAL OFFICE OPERATING BUDGET (FIXED) 


Responsibilities 


i By Negotiate with producers for product 


Staff (4) at $20,000 $ 80,000 
Chief at $30,000 30 , 000 


ae Provide PR services for marketing (e.g. "TV Guide"; 


operating budget is in per unit costs) 


Staff (4) at $20,000 $ 80,000 
Chief at $30,000 7 30, 000 


ss Play-back facilities on a 24-hour basis 


Operating: 

Play-back 168 hrs/week, 28 hrs/man/week, 

6 men x 2/shift = 12 men x $18,000 ~ $216,000 

Chief 28,000 
4. Legal 

Counsel (2) at $30,000 $ 60,000 
oy Travel budget $300,000 
Os Office space, telephone, PR $500,000 
as Secretary and support staff (5) at $15,000 $ 75,000 


ale Internal accounting 
Staff (4) at $18,000 $ 72,000 
Chief at $30,000 30,000 


10. 


ie 


Sie 


Public accounts 


Phone receptionists (20) at $13,000 $ 260,000 
Clerks (5) at $11,000 55,000 
WATS lines: first line at $3,500/month plus 

8 lines at $3,500 (x4) 210,000 


Chief and assistant 45,000 


Five regional offices 


Stafte (3x5) at.:$25;000 $4 3755000 
Secretary (1x5) at $13,000 65,000 


Office space rental 
Telephone (except WATS), 


Marketing, sundry budgets, senior officers, 
and contingency $1,489,000 


TOTAL $4,000,000 


Beoe 


ATTACHMENT 2: SIGNAL DISTRIBUTION 


Four Telesat channels $8, 000, 000 
350 terminals at $15,000 $5, 220, 000 
Sundry backhaul microwave ($4,500/hop/four channels/mo) $1,750,000 


TOTAL $14,000,000 per annum 
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ATTACHMENT 3: 


FIGURE 2 


PROGRAM REVENUE BY TYPE 
“(as percentage of total) 


*Program categories - (1) at the movies, (2) adult, (3) other are shown 
as a percentage of total program revenue. “Other” was included in 
(1) from February to July. 


**Telecinema data submitted to CRTC in February, 1977. 


was Fig oe 
ATTACHMENT 4: 


FINANCIAL TABLE 


Pay-TV penetration 152 
(% of basic cable subscribers) 

Terminals (base of 3,422,000) 513,000 
Annual gross revenue $67,716,000 
Annual net revenue after 
bad debt of 2% (98% of gross) $66,360,000 
Operating costs 
- per unit costs $29,120,000 

terminal lease 2.50 

channel lease 3535) 

billing costs shee 

program guide poles) 

program rentals 1.33 

G3 


x 12 months 
$56.76 per year 
per terminal 


- fixed costs $18,000,000 
Total annual operating costs 47,120,000 
Depreciation $1,287,000 


Gross surplus $17,953,000 


25% 


860,000 


$113 520,060 


$48,815,000 


$48, 815,000 


$18,000,000 
66,815,000 


$1,287,000 


$43,148,000 


407 


15370, 000 


$180, 840,000 


$77,760,000 


$77,760,000 


$18,000,000 
95,760,000 


$1,287,000 


$80,153,000 
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